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FINNISH KEY ECONOMIC INDICATORS 


All values in US $ millions unless otherwise indicated. 
Exchange rate per US $1.00: 1980 - FIM 3.730; 1981 - FIM 4.315; 
1982 -— FIM 4.4 (estimate) 


1981 &% Change?) 1982 est. 


INCOME, PRODUCTION, 

EMPLOYMENT 

GDP* (current prices) 49,903 48,661 ‘ 53,440 
GDP* (constant 1975 prices) 31,768 27,738 =O 27,800 
Per capita GDP* 

(current prices, $) 10,440 10,137 ; 11,100 
Industrial Investment 3,190 3,013 : 3p2ao 
Private Disposable Income 28,545 27,640 >.) 30,090 
Index of Industrial 

Production (1975=100) 127 129 : 132 
Avg. Industrial Wage 

(hourly rate for male) : 6.47 
Labor Force (0000's) ‘ 25300 
Avg. Unemployment Rate : ; es 6.0 


MONEY AND PRICES 
Money Supply, M2 . 24,750 
Discount Rate (Bank of 
Finland) 

Wholesale Price Index 

(1949=100) 
Consumer Price Index 

(1977=100) 
Retail Sales Index 

(1972=100) 


BALANCE OF PAYMENTS AND TRADE 
Gold and For Exch Reserves 

(Bank of Finland) 1,888 Dots 
External Public Debt 2,112 3,089 
Annual Debt Service Ratio 10.0 19.5 
Balance of Payments, 

(Cac. Acct.) -1,377 -394 
Balance of Trade -1,463 -220 
Exports, f£.0.b. 14,154 13,978 

U.S. Share (%) Siew Siat 
Imports, c.i.f. 15,617 14,198 

U.S. Share (%) Dee T.2 


*Gross domestic product 





1) Percentage changes are based on FIM values. 


Main Imports from U.S., January-December 1981 (an $ millions): Coal, 177s air- 
craft & parts (incl. 6 DC-9 aircraft), 134; office machinery & ADP equipment 
108; chemicals, plastics related products, #102; machinery for special 
industries (printing and bookbinding, paper mill, etc.), 68; precision 
instruments, 35; oilseeds, 32; fruit, fresh, dried & preserved, 3l. 


Sources: Central Statistical Office, Ministry of Finance, Bank of Finland, 


Board of Customs, and the Economic Research Institute of Commerce 
and Industry (ETLA). 





SUMMARY 


After 2 years of record economic growth, Finland finally felt the 
effects of the international recession in 1981. The decline was due 
primarily to the prolonged recession in Finland's main customer 
countries, aggravated by adverse weather conditions, which lowered 
agricultural production. The rate of growth in Finland's GDP in 
real terms decreased from 5 percent in 1980 to only 1 percent in 
1981, and unemployment rose to over 5 percent. Finland's economy is 
off to a slow start in 1982, but the Embassy projects a 2 percent 
gain in the country's real domestic product. 


As in 1981, economic growth in 1982 is expected to depend mainly on 
exports, since domestic demand and investments remain soft. 
However, while shipbuilding is booming, another major export 
industry, forest products, still suffers from slack markets abroad. 
All factors considered, total industrial production should be 
Slightly higher than last year, the unemployment rate for the 
country should rise to over 6 percent, inflation should fall to 9.5 
percent, and the current account balance should show a surplus, for 
the first time since 1978. The Government will focus its fiscal 
policy, supported by the Bank of Finland's accommodative monetary 
policy, on countering unemployment, which constitutes the 
Government's main problem area for the present. A series of 
government programs have been introduced to stimulate investments 
and consumption, and to reduce indirect labor costs, although their 
overall impact on the economy is likely to remain modest. If 
recovery in international demand starts by late 1982 or early 1983, 
as projected, the country should weather its economic slowdown 
without severe recession. On the other hand, should the 
international recession be prolonged further, or the upswing prove 
Milder than anticipated, Finland is likely to face mounting 
unemployment. 


PRODUCTION 


SHIPBUILDING IN HIGH GEAR, SLOW GROWTH IN OTHER INDUSTRIAL SECTORS: 
The real rate of growth in Finland's GDP dropped from 5 percent in 
1980 to approximately 1 percent in 1981. The deeper-than-expected 
drop accounted for primarily by prolongation of the international 
recession, waS aggravated by adverse weather conditions that lowered 
Finnish agricultural production. The rate of growth in the 
country's aggregate output is expected to remain sluggish until the 
latter part of 1982, when the expected upturn should yield an annual 
increment of about 2 percent. 


Forest products, the principal export category, continue to suffer 
from slack markets abroad. However, output should pick up by the 
end of 1982. Domestic demand for forest industry products remains 
Sluggish this year due primarily to a projected further slump in 
house construction. Forestry industry output for the full year in 
real terms may show a gain of approximately 1 percent, reflecting an 
expected 2 percent growth in the pulp and paper industry and a drop 
of over 15 percent for lumber production. Plywood output should be 
up, while particle and fiber boards may lag behind last year's 
production. 





Production in the metal industry, the largest industrial sector, is 
projected to slow somewhat in 1982. Production in basic metal 
industries should actually decline due to exports being impeded by 
the excess capacity in other West European steel industries. On the 
other hand, Finnish shipyards obtained large orders late last year 
from the Soviet Union and also from Norway and Venezuela, providing 
full-capacity utilization through the end of 1983. At the beginning 
of 1982, the number of ships on order totaled 115 vessels, equaling 
779,500 GRT and valued at about $3 billion, an increase of 25 
percent over ships on order at the beginning of 1981. Taken all 
together, overall output for the metal manufacturing and engineering 
industries in 1982 should increase by about 2 percent in real terms. 


Prospects for other industrial sectors in 1982 are less attractive. 
Domestic demand for consumer goods will rise only a little and 
exports to the Soviet Union are not expected to increase 
Significantly. The expected recovery in the pulp and paper industry 
towards the end of the year should raise demand for chemicals, whose 
output will probably increase by some 3 percent. However, 
production growth in other industrial sectors this year may be on 
the order of only 1 percent. 


CONSUMPTION 


SLOW GROWTH, APPROXIMATELY AT THE PREVIOUS YEAR'S RATE: Domestic 
consumption in Finland has been soft for 2 consecutive years, the 
rate of growth in real terms declining from 2.9 percent in 1980 to 
approximately 2 percent in 1981. The disposable real incomes of 
private households will increase in 1982 by about 2 percent, 
reflecting an 11 percent gain in the income level of wage earners, a 
Slight decline in net tax rates, and some increase in social 
security benefits. Relaxation in credit markets will enlarge credit 
possibilities for private households, maintaining demand for 
consumer durables. On the other hand, a projected increase in the 
rate of savings and rising unemployment will restrain consumer 
demand. Thus, private consumption this year is estimated to 
increase approximately at the 1981 rate, or by about 1.5 percent. 
Since public consumption will probably rise at a somewhat faster 
pace, growth in aggregate consumption in 1982 is estimated at about 
2 percent, the same as last year. The volume of retail trade in 
1982 is projected to show a gain of approximately 1 percent while 
that of wholesale trade may be somewhat lower, on the order of 0 to 
1 percent. 





INVESTMENT 


A DECLINE FORESEEN, ALTHOUGH AT A SLIGHTLY LOWER RATE THAN LAST 
YEAR: Although credit opportunities were plentiful throughout 1981, 
the decline in industry's capacity utilization, market 
uncertainties, and the wrong timing of an investment tax on certain 
new construction, levied in late 1980 and effective until October 
1981, served as drags on investments. Of particular note was the 
unexpected drop of about 6 percent in building investment-- 
residential, commercial, and industrial. The decline of about 3.5 
percent in private investments was not offset by the 2.5 percent 











growth in public investments and the result was that total fixed 
investments last year contracted by approximately 3 percent in real 
terms, and the share of investments in Finland's GDP decreased by 
about 1 percentage point to 23.5 percent. 


Continued easing of the money supply, termination of the special 
investment tax, and release of various special deposits worth about 
$455 million--investment reserves, counter-cyclical deposits, and 
export deposits--collected from companies since 1978 under special 
legislation for combatting recession, will provide some stimulus for 
investments for 1982. In addition, the Government has extended 
until the end of 1982 the temporary exemption of industrial 
buildings, machinery, and equipment from the turnover tax, increased 
tax incentives for the use of investment reserves of companies, 
allowed freer depreciation schedules for industrial machinery and 
equipment purchases this year, and promulgated in mid-February an 
economic "package," intended to stimulate investments and consuiner 
demand (see Government Actions). 


In 1982, forest industry investments are expected to fall and the 
rather strong chemical industry's investment growth to plateau. 
Outlays in metal manufacturing and engineering industries will 
remain virtually unchanged while investments in the textile industry 
are expected to contract due to bleaker sales prospects for the 
Soviet Union. A striking feature is that investments in energy 
supply will be almost one-fifth higher than last year, reflecting 
modernization and rationalization, and conservation measures in 
energy production. Due to the brisk increase in energy investments 
and government actions, overall industrial investments this year may 
show a gain of approximately 9.5 percent in value. This gain will 
not be uniform, with a decline in residential housing and commercial 
building, highway, port and waterway construction to continue, 
although at a lower pace than last year, while outlays for 
industrial machinery and office equipment may remain at last year's 
level, or show a Slight increase. On the whole, the volume of total 
fixed investments in 1982 may show a contraction of about 2 percent, 
Or 1 percentage point less than last year. 


FOREIGN TRADE 


EXPORTS GROW AT SLOWER PACE, IMPORTS INCREASE AT LAST YEAR'S LOW 
RATE: The brisk rate of export growth during the past two years 
leveled off by the end of 1981, while imports even declined in real 
terms in response to slower economic activity in Finland. The value 
of Finnish exports equaled about $14.0 billion, a gain of 14.2 
percent, while the value of imports was about $14.2 billion, up only 
5.2 percent. However, the $220 million trade deficit was a marked 
improvement over the $1.46 billion deficit in 1980. Finland's 
largest bilateral deficit, $544 million, was in its trade with the 





United States. Finland's principal customers were: the U.S.S.R. 
(24.7%); Sweden (13.4%); the United Kingdom (10.6%); West Germany 
(9.1%); Norway (4.7%); and the United States (3.7%). 
Correspondingly, Finland's principal suppliers were: the U.S.S.R. 
(23.5%); West Germany (12.2%); the United Kingdom (8.1%); and the 
United States (7.5%). Finnish exports to the United States rose by 
33.8 percent, led by higher deliveries of papermaking machinery, 
paper and paperboard, steel, hides, furskins, and cheese. Finnish 
imports from the United States increased somewhat faster, by 35.8 
percent, with the major import items being coal, aircraft, office 
machinery and ADP equipment, and chemicals. In 1982, deliveries to 
the East--the main growth in Finnish exports during the past few 
years--offer little gain in real terms. Reflecting primarily a 
slight increase in shipments to the West, the value of total Finnish 
exports this year may show an increase of about 12 percent. 


The Ministry of Finance estimates that external markets for forest 
industry products, approximately 40 percent of total Finnish 
exports, will improve somewhat due to partial recovery of house 
construction activity and replenishment of low inventories abroad. 
New production capacity, to be taken into use during 1982 by the 
Finnish paper industry, will increase output and improve 
competitiveness. However, shortages in timber supply, occasioned in 
certain parts of the country by forest owners' reluctance to sell 
timber at the prevailing prices, may hamper exports slightly. 
Finnish lumber exporters will also lose some markets to Swedish 
suppliers because Sweden devalued its currency last year. In 
addition, North American producers are expected to increase their 
supply considerably to European markets. An unpleasant surprise to 
Finnish lumber exporters was the Soviet opening bid in the British 
market for the current year, undercutting Finnish quotations by 6 to 
20 percent depending on quality, and hence reducing considerably the 
hopes for price increases by Finnish sawmills. 


The growth in real metal manufacturing and engineering industry 
deliveries, equaling about 31 percent of total exports, continues 
this year, although at a somewhat lower pace. Shipments to the 
Soviet Union will not rise at the rate of the previous 2 years and 
exports to the West are expected to pick up only gradually. Total 
metal industry exports are anticipated to surpass the 1981 level by 
about 15 percent in value. 


Reflecting continued soft domestic demand, imports in 1982 are 
projected to rise by only 6 percent, slightly more than last year. 
Strengthening of export demand towards the end of this year is 
expected to increase raw material purchases. Import quantities of 
both crude oil and liquid fuels will remain approximately unchanged, 
while those of coal will probably decline due to higher output of 
nuclear and hydroelectric energy. Growth in the import of Soviet 
crude oil means lower purchases from the Near East. Investment 
goods imports may remain roughly at their 1981 level. Demand for 
consumer durables is projected to remain unchanged owing to good 
credit availability, and consumer goods imports may not contract 
either, especially if they are more price competitive than domestic 
ones. 





BALANCE OF PAYMENTS 


A SURPLUS IN THE CURRENT ACCOUNT ANTICIPATED: Finland's external 
balance improved substantially last year; the country's current 
account deficit decreased from $1.39 billion in 1980 to about $363 
million in 1981 which equals less than one percent of Finland's 
GDP. In response to a modest increase in imports and continued 
growth in exports, plus some improvement in the terms of trade, a 
surplus of around $450 million for the country's current account is 
anticipated this year, the first one since 1978. 


Finland's net foreign debt in 1981 rose by 15.6 percent to 
approximately $7.49 billion, being 15.4 percent of the country's 
GDP, or slightly more than the year before. A part of the debt 
increase was caused by exchange rate fluctuations. The Government's 
share of the net foreign debt, which has shown a rising tendency 
Since 1978, equaled roughly 40 percent. Finland's net foreign debt 
will increase further to about $8 billion by the end of 1982. The 
external debt service ratio of 10.5 percent in 1981, is expected to 
rise to about 11 percent this year. 


The Bank of Finland's foreign exchange reserves at the beginning of 
1982 totaled about $2.17 billion, equivalent to 8 weeks' imports. 
The increase of nearly 33 percent over the previous year's level was 
due entirely to growth in the non-convertible currency holdings. 

The central bank's convertible currency reserves, on the other hand, 
registered some decline and equaled roughly $1.73 billion. At this 
time, Finland has a surplus worth some $682 million in its bilateral 
clearing account with the Soviet Union. This presents something of 
a difficult problem to Finnish foreign trade authorities and 
businessmen who have to find compensating imports from the Soviet 
Union, so as to restore the trade balance between the countries. In 
view of the projected current account surplus and growth in the 
Government's external borrowing, the Bank of Finland's convertible 
currency reserves are anticipated to increase to some $1.82 billion, 
and total foreign exchange reserves should be about $2.35 billion by 
the end of 1982. 


PRICES 


INFLATION RATE EXPECTED TO DECLINE: Due to the rapid rate of price 
increases during the first half of 1981, the consumer price index 
(1977 = 100) last year rose by 12 percent, compared with 11.6 
percent in 1980. This increase was higher than expected and it 
triggered the index compensation mechanism of the national wage 
contract, causing an additional pay hike of 0.6 percent, payable as 
of February 1, 1982. Reflecting primarily a lower rate of growth in 
raw material prices, and a decline in Soviet crude oil prices 
(announced in mid-March), import prices are not expected to add 
notably to inflationary pressure this year. However, domestic 
factors--increases in wages, indirect taxes, government charges and 
collections, agricultural income adjustments, and housing 
costs--will sustain price pressure. All things considered, the 
average growth in consumer prices in 1982 is estimated to be 
approximately 9.5 percent, with wholesale prices and construction 
costs projected to show an increase of around 10 percent, or 
markedly less than last year. 





LABOR FORCE 


UNEMPLOYMENT ON THE INCREASE: Due to slow growth in output, 
unemployment in Finland started edging up from mid-1981. The number 
of unemployed averaged about 125,000 compared with 112,000 in 1980. 
Consequently, the unemployment rate in Finland rose from 4.8 percent 
in 1980 to 5.3 percent in 1981, but remained well below its 1978 
peak of 7.5 percent. 


Although the rate of growth in Finland's GDP is anticipated to pick 
up slightly towards the end of 1982, unemployment in the country is 
projected to show a rising trend, reflecting sluggish demand and a 
Slight increase in labor supply. Aggravated by seasonal factors, 
the number of unemployed rose by about 2,000 to 152,900 in February, 
equaling 6.7 percent of the total force. However, the average 
unemployment rate for the entire year is estimated at 6.0 to 6.5 
percent. This means the average number of unemployed this year will 
be about 150,000 with a seasonal peak of 180,000 - 200,000 during 
the winter period of 1982/1983. Unemployment is believed to be 
severest in construction and service industries. RiSing 
unemployment has become the Government's foremost economic concern. 


GOVERNMENT ACTIONS 


UNEMPLOYMENT UNDER ATTACK, MAINTENANCE OF EXTERNAL COMPETITIVENESS 
EMPHASIZED: The strong improvement in Finland's external trade 
balance, the Concomitant growth in the country's foreign exchange 
reserves and liquidity in domestic money markets, along with a lower 
inflationary pace this year, permit the Government to concentrate on 
fiscal steps with accommodative monetary policy to relieve 
unemployment, which constitutes the Government's main problem area. 
Prompted by the recent increase in unemployment and the outlook of 
Sluggish economic growth stemming from continued recession in 
Finland's principal customer countries, the Administration, which 
entered office on February 28, presented almost immediately its 
economic policy program. It is designed to boost employment, 
Support aggregate production, and maintain external 
competitiveness--expanding domestic demand and investment, and 
easing inflationary pressures. The Government estimates that its 
economic stimulation "package" of nearly $455 million in 
expenditures will provide work for about i5,000 people, primarily 
during the next winter period. Most significant of the Government's 
employment measures is to increase government-financed housing 
output by approximately 3,000 new apartments above the 1982 budget 
figure. Minor appropriations will be provided for investment aid to 
municipalities and townships, construction and repairs on basic 
schools and libraries, production support for developing areas, 
forest improvement, rural area development, and youth employment 
relief. Other measures include temporary cuts in social security 
payments by corporations, withholding tax collections, and national 
pension insurance payments by those insured. In the opinion of 
industry, the Government measures are insufficient, although "a step 
in the right direction." 





Although not restrained by Finland's strong foreign account 
position, the Government's possibilities for stimulating consumption 
demand by tax cuts and/or income transfers are limited by mounting 
public debt and growing debt servicing expenditure. This year the 
Government's borrowing needs will amount to about $1.7 billion, of 
which approximately $680 million will be domestic and the rest 
external borrowing. The fiscal policy pursued last year was 
approximately neutral on the economy. However, the impact of the 
national budget for 1982 and the economic stimulation measures 
undertaken in late 1981 and early 1982 render the Government's 
fiscal policy slightly expansionary this year. 


GENERAL PROGNOSIS 


Significant uncertainty prevails still as to the time and 
stimulative effect of the projected pick-up in international 

demand. If it starts pulling Finland out of its current recession 
in late 1982 or early 1983, as projected, the slowdown will remain 
rather short and the country should be on its way to higher economic 
growth with a modest start this year and an increased rate of 
expansion in 1983. However, should international recession be 
prolonged further, or the upswing prove milder than anticipated, 
Finland is likely to face rising unemployment and some further 
adjustment, especially during the next winter period. 


FOREIGN ECONOMIC TRENDS 


IMPLICATIONS FOR THE UNITED STATES: The Finnish economy is in a 
period of minimum-growth under stable conditions which should not be 
expected to change substantially before 1983 when--all things being 
equal--an improvement in overall economic performance is anticipated. 


The principal implications of this Economic Trends Report for trade 
between Finland and the United States are: (1) several caveats are 
in order; (2) the rate of trade expansion is likely to slow down; 
and (3) the strong position of the dollar (gaining 18 percent 
against the Finnmark since 1980) will be most strongly felt in U.S. 
consumer goods imports by Finland. 


The United States continued to maintain a positive balance of trade 
in 1981 largely on the strength of exports of coal, aircraft and 
parts, office machinery and ADP equipment, high-technology 
components, and chemicals. 


The strong export performance of the American coal industry is based 
partly on Poland's production problems, and partly on a growing 
reluctance to expend hard currency with limited prospects of 
reciprocal trade. The implication, however, is that in the event of 
Substantial improvement in Poland's supply position, demand for 
American coal will prove to be highly price-elastic. 
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In the aircraft sector, which represented 12.2 percent of imports 
from the United States, it should be noted that Finnair appears to 
have covered its equipment needs for the next 2-3 years. This means 
that, except for general aviation aircraft, avionic equipment, and 
spare parts, the "big ticket" sales will not be repeated in the 
short term. Thus, it is not unrealistic to suggest that aircraft 
exports will go down in 1982/83. 


Since the key to Finland's economic future lies in strengthening its 
ability to expand exports against formidable international 
competition, it will continue to look to advanced American 
technology to maintain and improve its infrastructure. More 
specifically, Finnish imports of electronic components, control 
instrumentation, business machines, and CAD/CAM (Counter-Aided 
Design/Computer-Aided-Manufacturing) equipment, will continue to 
offer substantial export opportunities. 


Finland's metal and engineering industries were able to show a 
modest 3.7 percent growth, largely attributable to its shipbuilding 
industry. However, since most of the production is for delivery to 
the Soviet Union, export opportunities for navigation and other 
specialty marine equipment are limited by current trade 
regulations. Nevertheless, the metal and engineering sector, 
including the shipbuilding industry, represents a market segment 
with good potential for machine and specialty tools, as well as a 
broad range of ancillary equipment for industrial and marine 
application. 


Perhaps the most important message to American exporters is that 


even though Finland is a relatively small market, substantial 
business opportunities for the right suppliers do exist and ought 
be developed through planned and consistent marketing and sales 
efforts. In this connection, experience has shown that the value 
personal contacts with Finnish business parties cannot be 
Overemphasized. An excellent means toward that end are carefully 
planned, professional marketing or sales missions, carried out in 
cooperation with the Foreign Commercial Service. 


For further information and assistance, please contact: 


Commercial Attache 
American Embassy 
Itainen Puistotie 14 B 
00140 Helsinki 14 
Finland 











